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Some problems wer e discovered as a result of an audit conducted by our officein
responseto therequest of petitionersfrom the City of Stotts City, Missouri.

The City of Stotts City does not adequately segregate accounting and bookkeeping
duties. Deposits are not made intact on atimely basis and the City Clerk routinely
cashes personal checks. The City Collector isresponsible for collecting utility
payments and turning the monies over to the City Clerk for deposit. The City Clerk
was only depositing a portion of the utility payments until November and December,
1998, when it appears she reimbursed the account for monies not previously deposited.

Based on our comparison of City Collector records to deposits made by the City Clerk,
it appears the City Clerk would have had $5,299 in undeposited receipts (including
approximately $1,100 in cash payments) at the end of October, 1998.

The City Clerk indicated she routinely cashed personal checks for herself and friends
from utility receipts. She cashed one of her personal checks dated November 3, 1998
which was not deposited until December 16, 1998. It appears the City Clerk was
borrowing from the city in this instance.

The City Clerk also indicated she would make loans to individuals by cashing their
checks with city proceeds and holding their checks until they indicated they could
cover their checks or replace it with cash. The City Clerk indicated severa of the
individuals did not cover their checks and she personally paid back the amounts not
repaid to the city; however, the city records do not support this explanation regarding

repayment.

These practices represent a poor control over cash receipts and should be discontinued.
To ensure proper control and maintain accountability over cash, receipts should be
deposited intact on atimely basis.

The city has several bank accounts that are non-interest bearing. Some employees and

officials who collect monies or sign checks are not adequately bonded and checks are
sometimes signed in advance by the Mayor.
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Utility accounting and bookkeeping duties are not adequately segregated. Improvements are
needed regarding the city’ s receipt procedures and tracking of delinquent customers. Utility
billings are not reconciled to payments received and amounts remaining unpaid. The number of
gallons of water billed to customersis not reconciled to the gallons of water pumped by the city.
The balance in the meter deposit account is not reconciled to actual meter deposits. The board
does not periodically review and establish water and sewer rates.

The city does not prepare of adopt annual budgets, and annual audits are not obtained in atimely
manner. Semi-annual financia statements have not been published and annual financial reports
are not submitted to the State Auditor’ s office as required by state law.

The
city does not have aformal bidding policy. Asaresult, the decision of whether to solicit bids for
aparticular purchase is made on an item-by-item basis. Bids were either not solicited or bid
documentation was not retained in some instances, including waste water treatment supplies and
equipment ($3,233), insurance ($1,780), and auditing services ($2,170).

City personnel indicated that telephone solicitation is occasionally used for purchases, but the
price quotes have not been adequately documented to show that bids were solicited.

A formal bidding policy for major purchases based upon specified dollar amounts would provide
amore efficient framework for economical management of city resources and help ensure the
city recelves fair value by contracting with the lowest and best bidders.

Several hiring concerns and a city transaction dealing with relatives of city officials were noted
that appear questionable.

During the year ended December 31, 1998, the city deposited $10,081 of state motor vehicle-
related receipts into the General Fund and incurred only $580 of street-related expenditures.
During the fist four months of 1999, the city opened a separate account for motor vehicle related
revenues and deposited $1,097 of the $2,088 received in this accounts. Article IV, Section 30 of
the Missouri Constitution, requires that motor vehicle-related revenues apportioned by the state
of Missouri be expended for street-related purposes.

Improvements are needed regarding the city’ sordinance book. Notice of the regular board meetings
and the meeting’ sagendaare not posted. Board minutes do not identify the disbursements approved
by the board at its monthly meeting. The city did not properly retain some city records and does not
have aformal policy regarding public access to city records.
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To the Honorable Mayor
and
Members of the Board of Aldermen
City of Stotts City
Stotts City, Missouri 65756

The State Auditor was petitioned under Section 29.230, RSMo, to audit the city of Stotts
City, Missouri. Our audit of the city included, but was not limited to, the year ended December
31, 1998. The objectives of this audit were to:

1 Perform procedures we deemed necessary to evaluate the petitioners' concerns.

2. Review compliance with certain constitutional provisions, statutes, ordinances,
and attorney general’s opinions as we deemed necessary or appropriate in the
circumstances.

3. Review certain management practices which we believe could be improved.

Our audit was made in accordance with generally accepted government auditing
standards and included such procedures as we considered necessary in the circumstances. We
also reviewed board minutes, city policies and ordinances, and various city financial records.

Our audit was limited to the specific matters described above and was based on the
selective tests and procedures considered appropriate in the circumstances. Had we performed
additional procedures, other information might have come to our attention which would have
been included in this report.

The accompanying History and Organization is presented for informational purposes.
This information was obtained from the city and was not subjected to the auditing procedures
applied in the audit of the city.

The accompanying Management Advisory Report presents our findings and
recommendations arising from our audit of the city of Stotts City, Missouri.

(G WSt
Claire McCaskill
State Auditor

October 7, 1999 (fieldwork completion date)
-1-
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CITY OF STOTTSCITY, MISSOURI
HISTORY AND ORGANIZATION

The city of Stotts City islocated in Lawrence County. Thecity wasincorporated in 1895 asafourth-class
city. The population of the city in 1990 was 235.

The city government conssts of amayor and afour-member board of ddermen. Thefour board members
are elected for two-year terms. The mayor is elected afor two-year term, presides over the board of
addermen, and votesonly inthe case of atie. The Mayor, Board of Aldermen, and other principa officids
at December 31, 1998, were:

Actual
Compensation for
Term the Year Ended
Elected Officials Expires December 31, 1998 Bond
Jim Stearns, Mayor April 2000 $ 50 $
Vicky Stearns, Alderman April 2000 26
Carol Estes, Alderman April 2000 26
Rodney White, Alderman* April 1999 26
Vacant, Alderman** April 1999 26
Cherri Stearns, City Collector*** April 1999 2,400 2,500
Other Principal Officials
Allene White, City Clerk/Treasurer 3,702 2,500
Charles Stearns, Utility Manager**** 8,134
* Re-elected in April 1999 to another two-year term.

*x Jerry Danids served as Alderman through November 1998, and was replaced in February 1999
by Diana Hill. Dianawas elected in April 1999 to atwo-year term.

***  Pgggy Waltrip was elected in April 1999 to atwo-year term.

***x  Prior to February 1998, the city had two managersfor the utility system. Charles Stearns served
as the Sewer System Manager and Chris Stearns served as the Water System Manager.

Assessed valuation and tax rate information for 1998 are as follows:

ASSESSED VALUATION

1998
Real estate $371,700
Railroad and utility 72,227
Personal property 190,080
Total $_636.007




TAX RATE PER $100 ASSESSED VALUATION
General Fund $ 43

A summary of thefinancial activity for the city of Stotts City for the year ended December 31, 1998, is
presented on the next page.



RECEIPTS:
Motor fuel and motor vehicle fees
Property taxes
Interest
User fees
Franchise taxes
Other
Total Receipts

DISBURSEMENTS:
Salaries
Wages and labor
Street maintenance
Maintenance and repairs
Auditing services
Property maintenance
Insurance and bonding
Postage, shipping and publications
Supplies
Utilities
Bond payment
Other

Total Disbursements

Receipts Over (Under) Disbursements
Cash Balance, January 1,

Cash Balance, December 31,

Y ear Ended December 31, 1998

Meter
Generd Water Sewer Deposit Other*
Fund Fund Fund Fund Funds Tota
10,081 0 0 0 0 10,081
2,993 0 0 0 0 2,993
0 0 0 97 0 97
0 9,513 17,058 0 1,000 27,571
4,140 0 0 0 0 4,140
364 0 0 0 0 364
17,578 9,513 17,058 97 1,000 45,246
2,400 4,200 4,200 0 0 10,800
1,658 2,219 1,669 0 0 5,546
290 0 0 0 0 290
0 0 925 0 0 925
2,170 0 0 0 0 2,170
900 0 375 0 0 1,275
1,830 0 0 0 0 1,830
301 126 212 0 0 639
1,373 743 3,688 0 0 5,804
3,312 1,894 1,667 0 0 6,873
0 0 5,880 0 0 5,880
676 181 272 0 0 1,129
14,910 9,363 18,888 0 0 43,161
2,668 150 -1,830 97 1,000 2,085
10,102 2,411 5,534 3,208 3,000 24,255
12,770 2,561 3,704 3,305 4,000 26,340

* Includes the following funds: Sewer Replacement & Extension Reserve, Sewer Bond Reserve, FMHA Wastewater

Project, and CDBG Grant Fund.
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CITY OF STOTTSCITY, MISSOURI
SUMMARY OF FINDINGS

Expenditures (pages 9-11)

The city hasno formal bidding policy. Supporting documentation was not available for additiona
payments of $1,302 made to the City Clerk and other employee reimbursements. The Mayor
doesnot review related invoices or supporting documentation prior to sSigning checks. The city
does not withhold any payroll taxes and forms 1099-Miscellaneous are not filed as required.

Related Party Transactions (pages 11-12)

Severd hiring concernsand acity transaction degling with relatives of city officialswere noted that
appear questionable.

City Utilities (pages 12-15)

Utility accounting and bookkeeping duties are not adequately segregated. Improvements are
needed regarding thecity’ srecel pt proceduresand tracking of delinquent customers. Utility billings
are not reconciled to payments received and amounts remaining unpaid. The number of gallons
of water billed to customersis not reconciled to the gallons of water pumped by the city. The
balance in the meter deposit account is not reconciled to actual meter deposits. The board does
not periodically review and establish water and sewer rates.

Accounting Controls and Procedures (pages 15-18)

Accounting and bookkeeping dutiesare not adequately segregated. Depositsare not made intact
on atimely basisand the City Clerk indicated she cashed persona checksand held them until the
individual said they were good or brought cash into cover them. She said she personaly paid
back some of these undeposited checks,; however, the city records do not support her repayment.
Thecity hassevera bank accountsthat are noninterest bearing. Some employeesand officiaswho
collect monies or sign checks are not adequately bonded and checks are sometimes signed in
advance by the Mayor.

Ordinances, Board Meetings, and Records (pages 18-20)

Improvements are needed regarding the city’ s ordinance book. Notice of the regular board
meetings and the meeting’'s agenda are not posted. Board minutes do not identify the
disbursements gpproved by theboard at itsmonthly meeting. Thecity did not properly retain some
city records and does not have aformal policy regarding public access to city records.

Budgets, Audits, and Financial Reporting (pages 20-21)

The city does not prepare or adopt annual budgets, and annual auditsare not obtained inatimely
manner. Semi-annud financia statementshave not been published and annud financid reportsare
not submitted to the State Auditor’s office as required by state law.



Restricted Revenues and City Streets (pages 21-22)

The city does not properly account for some revenues which are restricted for specific uses. In
addition, the city does not have formal plans for street construction, repair, or maintenance.

City Property (page 22)

The city does not maintain any fixed asset records for city property.



CITY OF STOTTSCITY, MISSOURI
MANAGEMENT ADVISORY REPORT

Expenditures

The city does not have aformal bidding policy. Asaresult, thedecision of whether to
solicit bidsfor aparticular purchase ismade on an item-by-item basis. Bidswere either
not solicited or bid documentation was not retained in someinstances, including waste
water treatment supplies and equipment ($3,233), insurance ($1,780), and auditing
services ($2,170).

City personnd indicated that telephone solicitationis occasiondly used for purchases, but
the price quotes have not been adequately documented to show that bids were solicited.

A formal bidding policy for mgor purchases based upon specified dollar anountswould
provideamoreefficient framework for economica management of city resourcesand help
ensure the city receives fair value by contracting with the lowest and best bidders.

Compstitive bidding also hepsensure dl partiesare given equa opportunity to participate
inthecity'sbusiness. Not only can bids be handled by tel ephone quotation, but bids can
also be obtained by written quotation, by sealed bid or by advertised sedled bid. Various
approaches are appropriate, based on dollar amount and type of purchase. Whichever,
approach isused, compl ete documentation should be maintained of al bidsreceived and
reasons noted why the bid was selected.

The City Clerk ispaid amonthly salary of $200. In addition, checks were issued to the
City Clerk totaling $1,302 in 1998. The City Clerk indicated the payments were for
“extra’ hoursworked, mileage, and miscellaneous supplies and expenses, however, there
is no documentation to support these additional payments. Since the City Clerk's
compensation and job duties have not been established by ordinance, it isunclear whether
the City Clerk wasto receive any additional compensation (See MAR #5). In addition,
board minutes do not document whether the extra payments were specifically approved
by the board.

The Utility Manager was paid $3,134 in addition to his monthly salary of $400in 1998
(and approximately $1,200 during thefirst four monthsin 1999). The additional amount
was for extra hours worked, mileage, and miscellaneous supplies and expenses. The
Utility Manager did submit arequest for the additiona pay. However, hisrequest did not
contain sufficient information such asthe date when extrahourswere worked, date of trip,
trip origin, destination, and purpose for mileage requests. In addition, invoices for
miscellaneous supplies and expenses reimbursed by the city were not maintained.

Failureto require adequate supporting documentation for expendituresincreasestherisk
that the city will pay for itemsnot intended for city purposes. To help ensurethe propriety
of al payments, documentation should be maintained to support al payments and all
payments should be approved by the board. Also, without a detailed travel expense



report including documentation supporting theexpensesclaimed, thecity cannot determine
the propriety of payments made for travel expenses.

C. The City Clerk prepares and signs checksand the Mayor also signsthe checks; however,
the Mayor does not review the related invoices or supporting documentation prior to
signing the checks. To ensure all expenditures are properly reviewed and approved, the
board should designate the Mayor or a board member to review the related invoices
before the checks are signed.

D. Vendor invoices or other supporting documentation were not retained for some
expenditures. Theseexpendituresincluded $1,295 for mowing servicesduring 1998 and
$60for gift certificates. All expenditures should be supported by paid receiptsor vendor
invoicesto ensure the obligations were actually incurred and the expenditures represent
appropriate uses of public funds.

E. The city doesnot withhold payroll taxes or pay the employer's share of socia security on
the compensation paid to city officialsand employees. Internal Revenue Service Code
requiresemployersto withhold federal incometaxes, and Section 143.191, RSM o0 1994,
requires employers to withhold state income taxes from wages.

In addition, Section 105.300, RSMo 1994, defines an elective or appointed officer or
employee of apolitical subdivision as an employee for social security purposes.

F. Thecity did not fileForms 1099 with the Internal Revenue Service. Thelnternal Revenue
Code requires payments of $600 or more for services by nonemployees (other than
corporations) be reported to the federal government on Forms 1099. During the year
ended December 31, 1998 the city paid oneindividual $1,295 for mowing and repairs.

G. In March 1995, the city purchased atractor for $2,000 to be used for mowing city
property. However, the city has not used the equipment and contractswith anindividual
to mow city property. The city paid $1,185 for mowing servicesin 1998. The board
needsto establish someplansfor use of their equi pment and determinewhether the city has
the financial resources necessary to maintain the equipment.

WE RECOMMEND the Board of Aldermen:

A. Establish formal bidding policies and procedures. In addition, documentation of the
bidding process should be maintained in all cases.

B. Review theadditiona paymentsto the City Clerk and Utility Manager and determineif the
payments were proper. The board should require detailed travel expense reports be
submitted and invoices or receipts to support expenses claimed for reimbursement.

C. Designate the Mayor or aboard member to review all supporting invoices before the
checks are signed.

D. Require adequate supporting documentation for all expenditures.
E. Ensure federal and state income taxes, as well as social security taxes, are properly

withheld and remitted for any wagesand sdariespaid. In addition, the city should ensure
prior years wages and salaries are properly reported to the IRS.

-10-



F. Ensurethat IRS Forms 1099 arefiled asrequired for prior yearsaswell asin the future.
G. Review the needs of the city and determine the city’s plans for use of city equipment.

AUDITEES RESPONSE

A. We have made attempts to contact various suppliersin the past and will ensure we document
our bidding effortsin the future.

B. The Board voted to allow additional compensation for city employees several yearsago. We
will ensure our ordinances reflect thisin the future.

C&D. We agree with these recommendations.
E&F. Wewill consider implementing these recommendations.

G. We plan to sell the tractor.

2. Related Party Transactions “

A. We noted several instances of potential nepotism as follows:

Two of Mayor Stearns sonswere employed by the city prior to 1998 inthe water
and sewer department. In February 1998, one of the sons resigned and the
remaining son (and husband of Alderwoman Stearns) assumed the Water System
Manager'sduties. The board meeting minutes were not available to document
discussion regarding hiring someone for this position. Alderwoman Stearns
indicated to us that she abstained from voting on the hiring of her husband.

In April 1998, the city hired Alderwoman Estes father-in-law to mow city
property and make street signrepairs. Alderwoman Estes abstained from voting
on the decision to hire her father-in-law; however, in June 1998, the board
approved additional work to be performed by the Alderwoman'’ sfather-in-law at
anincreasedrateof pay. Eventhoughthecity indicated she abstained from voting
on the decision the board minutes did not document specifically whether she
abstained from voting on the issue.

The appointment or hiring of arelative by apublic officid is prohibited by the Missouri
Condtitution. Article VI, Section 6 of the Missouri Congtitution provides that any public
officid who names or gppointsto public office or employment any relative within the fourth
degree shall forfeit his office.

Because of the serious consequenceswhich result in hiring arelative, the board should
ensure its members abstain from any decision to hire arelative and ensure that action is
fully documented in the board minutes.

B. The city charges a $85 water hook-up fee and a $150 sewer hook-up fee. In June and
September 1998, the city installed two free meter connections on property owned by a

-11-



relative of aboard member. According to the city, the connectionswerein exchangefor
the granting of an easement through the property gpproximately four yearsago. Although
the related board member was not on the board at the time, the agreement was not in
writing and board minutes were not avail able to document any decisions made by the
board regarding this issue.

Officersand agents of acity servein afiduciary capacity. Persona interestsin business
mattersof the city create the gppearance of conflictsof interest. To avoid the appearance
of conflicts of interest, al transactions and agreements between the city and relatives of
board members should be fully documented and approved by the Board of Aldermen, and
written agreements should be prepared if necessary.

WE RECOMMEND the Board of Aldermen:

A.

Ensurefuture appointments comply with therestriction of Article VI, Section 6 of the
Missouri Constitution in regard to the hiring of relatives. If arelative of aboard member
iscongdered for employment, that board member should abstain from voting ontheissue
and an adequate record of the abstention should be maintained.

Avoid transactionsthat represent actua conflicts of interest or the appearance of conflicts
of interest. City officia swho haveaconflict that isunavoidable should fully disclosetheir
interest and should not vote on matterswhichinvolve them persondly. City officids should
ensure strict compliance with the law when conducting city business and should consider
adopting a code of conduct for city officials.

AUDITEES RESPONSE

This has been done in the past and will be adequately reflected in the minutes in the future. We
agree with the recommendations.

3

City Utilities

Thecity provideswater and sewer to approximately 90 customers. Our review of thebilling and
receipt process and internal controls revealed the following areas of concern:

A.

The City Collector isrespongblefor billing, collecting, and recording al utility payments.
Neither theboard nor other personnel independent of the billing and collection functions
provide adequate supervision or an independent review of thework performed by the City
Collector.

To safeguard againgt possibleloss or misuse of funds, interna controlsshould providefor
reasonabl e assurance that all transactions are accounted for properly and assets are
adequately safeguarded. An adequate system of internal control s requires segregation of
duties. TheBoard of Aldermen should, a aminimum, designate someone independent
of the processto perform and document periodic reviews of therecords and procedures.
Supervisory or independent review and approva of the rate ca cul ations and adjustments
hel ps to ensure such transactions are proper and reduces the possibility that improper or
erroneous adjustments would go undetected.

-12-



The City Collector does not record utility paymentson the utility stubs. Utility stubsare
discarded by the City Collector after the utility payment isreceived. Documentation of
payments is noted on individual ledger sheets maintained for each customer account;
however, the date of payment and actual amount received isnot indicated on the ledger
sheets. No review or reconciliation of recorded recei ptsto amountstransmitted to the City
Clerk is performed.

Toensureall utility paymentsare properly recorded and transmitted, utility stubs should
be retained noting the method of payment and the composition of the recei pts should be
reconciled to the amounts transmitted to the City Clerk.

Monthly listsof delinquent customersare prepared by the City Collector; however, thelists
do not include any prior delinquent amounts for each customer. In addition, thelist isnot
provided to the Board of Aldermen to periodically review delinquent accounts.

To ensure adequate follow-up procedures are performed, a listing of al delinquent
amounts should be maintained. In addition, the board should review ddinquent accounts
for collectibility.

The city does not perform monthly reconciliations of total amounts billed, payments
received, and amounts remaining unpaid for water and sewer services.

Monthly reconciliations are necessary to ensure that all accounting records balance,
transactions have been properly recorded, any errorsor discrepancies are detected ona
timely basis. Complete documentation of the reconciliation and any corrections made
should be retained to facilitate independent reviews.

The city doesnot reconcilethetotal gallons of water billed to customersto the gallons of
water pumped. The Utility Manager tracks gallons of water pumped and estimated the
system was losing approximately 30 to 40 percent of its water pumped.

To help detect significant water loss onatimely basisand to help ensure al water usage
isproperly billed, the city should reconcile thetotal gallons of water pumped to the gallons
of water billed on amonthly basis and investigate significant differences. The Public
Service Commissiongeneraly recommendsinvestigationif water usagenot billed exceeds
15 percent.

City residents are required to pay a meter deposit before receiving water and sewer
sarvices. The City Collector recordsthe meter depositson her individual account ledger
sheetsand the monies are deposited a ong with the other utility receipts. At December 31,
1998, the city had $3,305 set aside in a separate savings account for meter deposits.
Currently, the city collects a$50 deposit, however, varying amounts ranging from $5 to
$25 have been collected in past years. Thetotal amount of meter depositsrecorded on
theindividua account ledger sheetstotalsonly $1,800. Thisamount does not reconcile
to the balance in the applicable bank account for several reasons:

1. The city is unsure of the amount of deposit paid by many residents.

2. Interest earned on the balances has accumul ated in the account.

-13-



The city needsto identify al customer deposits currently held by the city and update the
permanent record of thisinformation. Thisdetailed listing of customer depositscould then
be reconciled to monies in the savings account. Without these reconciliations, the
possibility of errors going undetected is increased.

G. The city has not periodicaly performed forma reviews of the water and sewer rates. The
city's sewer rate ordinance passed on May 20, 1997, set sewer rates for the next 12
months. Thecity hasnot formally reviewed the adequacy of sewer rates sincethat time.
The mayor indicated water rates have been unchanged for about the last four years.

Section 67.042, RSMo 1994, provides that fees may be increased if supported by a
statement of the costs necessary to maintain thefunding of such service. However, the
board did not prepare astatement of coststo maintain the sewer system asrequired when
the rates were increased in 1997.

Water and sewer fees are user charges which should cover the cost of providing the
related services. The city should perform periodic detailed reviews of the costs of
providing these services and set rates appropriately. Preparation of astatement of costs
would allow the city to determine the rates necessary to support current and future
operationsaswel| as provide documentation to customers of the rationale behind therates.

WE RECOMMEND the Board of Aldermen:

A. Adequately segregate the accounting duties of the City Collector or designate someone
independent of the process to perform and document periodic reviews of the records,
procedures and rate cal culations and adjustments made to the water and sewer billings.

B. Requirethe City Collector to record the method and date of payment on the utility stubs
and reconcilethem to the amountstransmitted to the City Clerk. The utility stubsshould
be retained to document the payments received.

C. Maintain alisting of delinquent accounts which documents the respective delinquent
amounts. In addition, the listing should be reviewed by the board.

D. Perform monthly reconciliationsof theamountsbilled to amountscollected and delinquent
accounts.

E. Compare gallonsof water pumped to gallons billed on amonthly basis. Any significant
differences should be documented and investigated.

F. Ensurethe city maintainsalisting of water meter deposits and periodically reconcilethe
listingto moniesheld by thecity. Excessamountsidentified should betransferred fromthe
water meter bank accounts and made available for use in the Water and Sewer Fund.

G. Perform periodic reviews of the coststo maintain utility services, and establish ratesto
ensure revenues are adequate. |n addition, a statement of the costs to maintain funding of
the service should be prepared, asrequired by state law, before enacting any rate increase.

AUDITEES RESPONSE

-14-



A-C,

E&F. We agree with these recommendations.

D& G. Wewill review these recommendations.

4.

Accounting Controls and Procedures

The Board of Aldermen hasnot gppointed aseparateindividud to serve as City Treasurer.
The City Clerk also serves as City Treasurer, and with the exception of the functions
related to thecollection of utility payments, thisindividua isresponsible for most of the
record keeping duties of the city. These duties include depositing all utility monies,
recording and depositing al other city monies, preparing invoicesfor payments, preparing
and co-signing checks, performing bank reconciliations, and preparing monthly financia
reports. Neither the board nor other personnel independent of the cash custody and
record keeping functions provide adequate supervision or an independent review of the
work performed by the city clerk.

Attorney Generd’ sOpinion No. 24, 1955 to Dodds, concluded that in afourth-classcity
the holding of the positions of City Clerk, City Treasurer, and City Collector or any two
of these three offices, by the same person at the same time would be incompatible.
Holding any two of these three offices does not alow the segregation of duties necessary
for aproper evaluation and review of financial transactions. The current procedures
jeopardize the system of independent checks and balances intended by state law.

To safeguard against possibleloss or misuse of funds, internal controls should provide
reasonabl e assurance that all transactions are accounted for properly and assets are
adequately safeguarded. Internal controlscould beimproved by segregating dutiestothe
extent possible. In addition, the board should require someone independent of the cash
custody and record keeping functionsto perform periodic reconciliations of receiptsto
deposits, invoice files to checks issued, and review bank statements and bank
reconciliations.

Deposits are only made approximately once a month. On April 6, 1998, $939 was
deposited which included some receipts held over fifty days. Recelptsare not aways
kept inasecured location until the deposit. 1n addition, checksand money ordersare not
restrictively endorsed until the deposit is prepared, rather than when received. To
adequatdly safeguard receipts and reducetherisk of loss, theft, or misuse of funds, receipts
should be restrictively endorsed upon receipt, kept in a secure location and deposited
intact daily or when accumulated receipts exceed $100.

Moniesare not deposited intact by the City Clerk and are sometimes held for extended
periodsof time. The City Callector isresponsiblefor collecting utility paymentsand turning
the monies over to the City Clerk for deposit. The City Clerk was only depositing a
portion of the utility paymentsuntil November and December, 1998, whenit appearsshe
reimbursed the account for monies not previously deposited.
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Cumulative

City City Deposits Deposits

Collector Clerk Over (Under)  Over (Under)
1998 (Collected) (Deposited) Collections Collections
March $ 2,083 0 (2,083 (2,083)
April 1,859 3,514 1,655 (428)
May 1,981 1,982 1 (427)
June 1,998 1,427 (571) (998)
July 2,059 0 (2,059) (3,057)
August 2,201 2,954 753 (2,304)
September 1,928 1,447 (481) (2,785)
October 2,514 0 (2,514) (5,299)
November 2,227 5,964 3,737 (1,562)
December 3,174 4,988 1,814 252
Totals $ 22,024 22,276 252

Based on our comparison of City Collector records to deposits made by the City Clerk,
it appears the City Clerk would have had $5,299 in undeposited receipts (including
approximately $1,100 in cash payments) at the end of October, 1998.

The City Clerk indicated sheroutinely cashed persond checksfor herself and friendsfrom
utility receipts. She cashed one of her personal checks dated November 3, 1998 which
was not deposited until December 16, 1998. It appearsthe City Clerk was borrowing
from the city in thisinstance.

The City Clerk asoindicated shewould makeloansto individuasby cashing their checks
with city proceeds and holding their checks until they indicated they could cover their
checks or replace them with cash. The City Clerk indicated severd of theindividuadsdid
not cover their checks and she personally paid back the amounts not repaid to the city.

The City Clerk's explanation is not supported by the bank deposits reviewed during this
time period. We were unable to identify any checks or cash deposited that would
represent repayment by the City Clerk. Dueto the lack of controls and theinadequacy
of the city records, we have no assurance that payments received by the city were properly
deposited.

These practices represent a poor control over cash receipts and should be discontinued.
To ensure proper control and maintain accountability over cash, receipts should be
deposited intact on atimely basis.

At December 31, 1998, the city had six bank accounts with atotal cash balance of
approximately $27,000. Of this amount, the city had approximately $10,500 in
non-interest bearing checking accounts. To maximizetheinterest earnings of the city,
monies should be maintained in interest bearing accounts when possible.
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Checksissued on the bank accountsrequire signatures of both the City Clerk and Mayor;
however, checks are sometimes signed in advance by the Mayor. Signing checksin
advance does not allow for proper review of the documentation to support the
disbursement and diminishes the control intended by dual signatures.

Some employees and officials who collect monies or sign checks are not adequately
bonded. The City Clerk and City Collector are each covered by a $2,500 bond;
however, this bond coverage may not be adequate based on annual receipts exceeding
$44,000in 1998. In addition, the Mayor signs checks but is not bonded. Thecity’s
revenue bond covenant requiresall officersand employeesof the city handling fundsand
accountsto be bonded in each fiscal year by an amount not less than the total amount of
principal and interest becoming due on all obligations of the city during the fiscal year
(approximately $6,000). Failureto properly bond all persons with access to monies
exposes the city to risk of loss.

Voided checksare not dways properly defaced and retained. Voided checksaretorn up
and discarded. Toensured| checksareproperly accounted for, all voided checks should
be properly defaced and retained.

WE RECOMMEND the Board of Aldermen:

A.

G.

Congder gppointing separate individuasto the position of City Clerk and City Treasurer.
If thisisnot possible, at aminimum, proceduresfor an adequateindependent review of the
record keeping functions should be established.

Restrictively endorse checks and money ordersimmediately upon receipt, keep receipts
in asecure location until deposited, and deposit all moniesintact daily or when receipts
exceed $100.

Requireal receipts be deposited intact and ensure the practice of cashing personal checks
and making loans is discontinued.

Maintain city fundsin interest bearing accounts when possible.
Discontinue the practice of signing checks in advance.

Review the amount of bond coveragefor al individuaswith accessto monies and consder
obtaining bond coverage for the Mayor.

Deface and retain al voided checks.

AUDITEES RESPONSE

A&F.

B&D.

C.

We will review this recommendation.

We are working on implementing these recommendations.

We will review this situation and take appropriate action. The City Clerk no longer has
access to utility proceeds.
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E&G. We agree with these recommendations.

5.

Ordinances, Board M eetings, and Records

Our review of the city ordinances disclosed the following concerns:

1. Some of the city's ordinances could not be accounted for and the city indicated
one of the ordinance books was missing. The city was unable to locate the
ordinances establishing water rates and water hookup fees. Also, areview of the
city'sexisting ordinance book indicated ordinancesare not sequentially numbered
and therewas no index of al ordinances passed by thecity. Thecity isunableto
determine the status of some of the ordinances.

2. Compensation and duties of al city officials and employees are not set by
ordinance. Thecity hasordinancesfor thewater system related compensation and
duties of the City Collector and Utility Manager, however, the ordinances do not
address sewer related compensation and duties. Also, the city has not adopted
an ordinance establishing theterm of officefor the City Clerk. Section 79.270and
79.290, RSMo 1994, require the compensation and duties of city officiasto be
st by ordinance. Section 79.320, RSMo 1994, requiresthe term of office of the
City Clerk be fixed by ordinance.

3. The city has not prepared ordinancesto document the gpproved tax levy for each
year. Section 94.210, RSMo 1994, states the board of aldermen shall fix the
annual tax ratelevy by ordinancefor eachtax year. Inaddition, the city doesnot
hold public hearings on the proposed property tax rates. Section 67.110, RSMo
1994, requires each governing body to hold at |east one public hearing prior to
approval of the proposed tax rates at which citizensmay be heard. Thesection
a o providesguidance onwhat information isto beincluded at the public hearing.
Ordinances have a so not been established to set the city's current water meter
deposit amount.

Since the ordinances represent legislation which has been passed by the Board of
Aldermento governthecity and itsresidents, it isimportant that the city ordinancesbe
complete, well-organized, and current. Such items as duties and compensation of city
officidsand the annud tax levy should be set forth in the ordinancesto give the taxpayers
information on how the city isto be governed.

The Board of Aldermen holds regular meetings on the third Tuesday of every month.
Notice of the regular board meeting and the meeting's agenda is not posted. Section
610.020, RSMo, 1994 requires notice of each meeting and itstentative agendato be given
at least twenty-four hoursin advance, or if not feasible, reasons areto be documentedin
the board minutes.

The board minutes do not identify the disbursements gpproved by the board at its monthly

mesetings. The only referenceto board gpprova isanotation that a motion was made and
approved to pay bills.
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To adequately document the board’ sreview and approva of al disbursements, acomplete
and detailed listing of bills should be prepared, signed, or initialed by the aldermen to
denote their approval, and retained in the official minutes.

D. Thecity did not properly retain somecity records. Minutesfor several council meetings
could not be located. In addition, the City Collector discarded all utility stubs after
collections were turned over to the City Clerk.

All city financid records should beretained at least until such time asthey areaudited. All
significant records (ordinances, minutes, contracts, etc.) should bemaintained in asecure
location.

E. The city doesnot have aforma policy regarding public accessto city records. A forma
policy regarding accessto city recordswould establish guidelinesfor the city to make
recordsavailableto the public. Thispolicy should establish aperson to contact and an
address to mail requests for access to records. Section 610.023, RSMo 1994, lists
reguirements for making city records available to the public.

WE RECOMMEND the Board of Aldermen:

A. Ensure acomplete and updated set of ordinancesis maintained. Thiswould include
passing new ordinances where appropriate and required.  In addition, the city should
consider establishing anindex of dl future city ordinances passed and rescinded. Also, the
Board should hold public hearings on proposed property tax rates as required by state
law.

B. Ensure proper notification and agendas for public meetings are given or reasonsfor any
deviation are documented in the minutes in accordance with applicable statutes.

C. Ensuretheapprova of all disbursementsisadequately documented in theboard minutes.

D. Require recordsto be retained in a secure location at least until such time asthey are
audited or are no longer relevant.

E. Establish formal written policies and procedures regarding public access to city records.

AUDITEES RESPONSE

AC

&D. We agree with these recommendations.

B. Thiswas done in the past and we will ensureit is done in the future.

E. We have always provided access to records and will consider implementing a formal policy.
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Budgets, Audits, and Financial Reporting

The city does not prepare and adopt annual budgets. Section 67.010, RSMo 1994,
requires the preparation of an annua budget which shal present acomplete financiad plan
for the ensuing year.

A complete and well-planned budget, in addition to meeting statutory requirements, can
serveasauseful management tool by establishing specific cost and revenue expectations
for each areaof city operations. A budget can aso provide a meansto effectively monitor
actua costs by periodically comparing budgeted amounts to actual expenditures. A
compl etebudget shouldinclude separate revenue and expenditure estimations by fund, and
includethe beginning available resources and reasonabl e estimates of ending available
resources. The budget should a so include abudget message and comparisons of actual
or estimated revenues and expenditures for the two preceding fiscal years.

Section 250.150, RSM o0 1994, requires the city to obtain annua audits of the combined
waterworks and sewer system. In July 1997, the city contracted with a CPA firm to audit
the city’ sfinancia statementsfor thetwo years ended December 31, 1996. Asof June
22,1999, only the audit report for the year ended December 31, 1995 had been issued
(issued on November 23, 1998). The city isnot ensuring timely audits are performed.
Thecity has not made arrangementsfor the audit of the two years ended December 31,
1998.

To ensure timely audits, the city should periodically solicit proposals for annual audit
services and ensure the contracts require the timely issuance of the audit reports.

The city prepares and pogts at city hall an annual financia statement. However, the city
has not published semi-annual financial statements as required by state law. Section
79.160, RSMo0 1994, requiresthe Board of Aldermento semi-annually publish afull and
detailed statement of the receipts, expenditures, and indebtedness of the city, in a
newspaper in the city. In addition, the receipts and disbursements on the financial
statement posted for the year ending December 31, 1998, were not complete and
accurate. For example, thefinancid statement did not include $1,000in utility receiptsthat
were deposited into the Sewer Replacement and Extension Reserve and the Sewer Bond
Reservefunds. Also, thefinanciad statement did not present the city’ sindebtednessfor the
revenue bonds of $96,110.

Accurateand completesemi-annua publishedfinancia statementsare necessary tocomply
with state law and to keegp the citizensinformed of thefinancid activity and condition of the
city.

The city does not submit annua financia reportsto the State Auditor’ s Office asrequired
by statelaw. Thelast financia report submitted was for the year ended December 31,
1986. Section 105.145, RSMo 1994, requires political subdivisionsto file an annual
report of thefinancial transactions of the political subdivision with the State Auditor’s
Office.

WE RECOMMEND the Board of Aldermen:
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A. Prepare annual budgetsin compliance with state law, and make periodic comparisons
between budgeted and actual revenues and expenditures.

B. Periodicaly solicit proposalsfor annua audit services and ensure the contracts requirethe
timely issuance of the audit reports.

C. Publish complete and accurate semiannud financid satementsfor al city funds asrequired
by state law.

D. Submit annual financial reports to the State Auditor’ s Office as required by state law.

AUDITEES RESPONSE

AC

& D. We agree with these recommendations.

B. We contacted several firms initially to provide audit services, however, only one firm
responded or was qualified. In the future, we will ensure audit contracts require timely
issuance of audits.

7.

Restricted Revenues and City Streets “

A. During the year ended December 31, 1998, the city deposited $10,081 of state motor
vehicle-related receiptsinto the General Fund and incurred only $580 of street-related
expenditures. During thefirst four months of 1999, the city opened aseparate account for
motor vehicle related revenues and deposited $1,097 of the $2,088 received into this
account. ArticlelV, Section 30 of the Missouri Condtitution, requires that motor vehicle-
related revenues apportioned by the state of Missouri be expended for street-related
purposes.

To ensure compliance with the Missouri Congtitution, the city should ensure al of these
revenues are used only for appropriate purposes.

B. The city has not established acity-wide plan for the construction, repair, or maintenance
of gtreets. A formal plan of street improvements noting the more critical needs of thecity
isneeded to support the expendituresmade by the city. Thisplan isnecessary to show
whether financia resources are sufficient to meet the critical needs, to provide financia
support for budget preparation and expenditures for street repairs, and to answer any
guestions raised by the public.

WE RECOMMEND the Board of Alderman:

A. Ensuredl of the state motor vehicle-rel ated receipts are accounted for in aseparate fund
and spent in accordancewith gpplicablelawsand regulations. Theboard should determine
if state motor vehicle-related receipts were used for street-related expenses and transfer
applicable amounts to the street fund for any unexpended balance.

B. Prepare formal annual plans for maintenance and improvement of city streets.
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AUDITEES RESPONSE

A. We will review this recommendation.
B. We do this on an informal basis.
8. City Property

The city has not prepared and maintained permanent, detailed property recordsfor general fixed
assts, including the cost of land, buildings, equipment, and furniture owned by the city. In addition,
the city has not prepared and maintained permanent, detailed property records for the water and
sewer systems. Also, annual physical inventories are not performed.

Property records for general fixed assets are necessary to ensure accountability for all items
purchased and owned and for determining the proper amount of insurance coverage.

Todevelop appropriate recordsand proceduresfor general fixed assetsand thefixed assets of the
sewer system, the city needsto undertake acomprehensivereview of all property owned by the
city. Assets should be counted, tagged for specific identification, and recorded by description and
seria number in adetailed property ledger at historical cost or estimated historical cost if the
origina cost isnot available. The city should properly record all fixed asset transactions, and
ensure the accuracy of the recorded fixed assets. Periodicdly, the city should take physica counts
of its assets and compare to the detailed records.

WE RECOMM END the Board of Aldermen establish property recordsfor general fixed assets

and thefixed assets of thewater and sewer systemsthat includeall pertinent information for each

asst, such astag number, description, cost, acquisition date, location, and subsequent disposition.
In addition, annual physical inventories should be performed.

AUDITEES RESPONSE

We agree with this recommendation.

Thisreport isintended for theinformation of the city’ s management and other applicable government
officials. However, thisreport isamatter of public record and its distribution is not limited.

* % * % %
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